We examine whether shareholder votes can influence the audit committee and whether this influence is uniform across non-staggered and staggered boards. We find that through voting, shareholders can increase the efficacy of the audit committee, leading to improvements in audit committee structure, diligence, and financial reporting quality. These results hold only in firms with non-staggered boards, underscoring the need to separately examine staggered and non-staggered boards. Importantly, the non-responsiveness of staggered audit committees to shareholder disapproval presents an additional explanation for the weaker performance that is often documented for firms with staggered boards. Overall, our results support the movement to de-stagger boards.
INTRODUCTION
A ccounting research provides evidence that certain characteristics of audit committees (ACs) are associated with improved effectiveness. This literature finds that features, such as size, independence, and member expertise, all contribute to the quality and effectiveness of the audit committee (DeZoort, Hermanson, Archambeault, and Reed 2002; Carcello and Neal 2003; Krishnan, Wen, and Zhao 2011) . However, research on the influence of shareholders on AC effectiveness is sparse. We examine whether shareholders voting on AC members and the frequency of these elections (staggered versus non-staggered) can influence the effectiveness of the AC.
Voting in director elections and auditor ratifications is a primary way shareholders can voice their opinion (Krishnan and Ye 2005; Hermanson, Krishnan, and Ye 2009) . Past research shows that shareholders cast votes against directors who perform poorly (Cai, Garner, and Walkling 2009; Ertimur, Ferri, and Maber 2012; Fischer, Gramlich, Miller, and White 2009) , and these votes, in turn, are associated with board reactions (Cai et al. 2009; Fischer et al. 2009 ). Thus, shareholder votes in director elections provide an important mechanism to monitor and discipline directors. Yet past research has not focused on the election of AC members and on subsequent AC performance.
Although most directors stand for election every year, a significant number of firms have staggered boards (Cohen and Wang 2013) , wherein only a fraction of members face election in a given year. Because of these different electoral regimes, the efficacy of shareholder votes may not be uniform.
1 Under the staggered board regime, shareholders can typically voice their opinion on any given director only once every three years. It is therefore possible that directors on staggered boards who do not face election following poor performance will be insulated from the scrutiny of shareholders. In turn, this may influence their accountability, responsiveness, and the overall efficacy of shareholder votes. The expected diminished efficacy of delayed elections has also been researched in the realm of politics. For example, Barro (1973) finds that less frequent elections can decrease the accountability of public officials to their constituencies. However, research has not considered this issue in the context of shareholder voting and has not examined whether the effectiveness of shareholder votes is similar across staggered and non-staggered boards.
We seek to fill this void in the literature by examining the efficacy of AC members' elections in general and in staggered and non-staggered boards. We address this question using cross-sectional time-series data spanning the years 2004 to 2010. The data include the outcomes of shareholder votes. Our final sample includes over 18,296 director elections taking place in more than 6,786 firm-year observations. Our test variable captures the lowest decile of the difference between votes for AC members and votes for independent board members not serving on the AC. 2 We use several measures to test the reaction of ACs to low shareholder approval rates separately for non-staggered and staggered ACs. In choosing these measures, we concentrate on outcomes that encompass several important responsibilities of the AC, which include its proper staffing, diligence, oversight over auditor-provided non-audit services, and oversight over the financial reporting quality.
Our first set of measures relates to studies that find an association between low shareholder approval rate and a higher director and AC member turnover rate (Fischer et al. 2009; Kachelmeier, Rasmussen, and Schmidt 2016) . We expand upon these studies, which focus on the overall turnover of directors or AC members, by examining the departure and subsequent appointment of qualified individuals who are classified as accounting financial experts (AFEs). We find that low shareholder votes are associated with a 5.2 percent increased likelihood that an AFE will leave the AC on a non-staggered board. Since AFE departures are relatively infrequent, occurring only in 12 percent of our sample observations, the increased departure likelihood is economically significant. In contrast, we find that low shareholder votes are not significantly associated with the departure of non-AFE AC members. We also find a 1.5 percent increase in the likelihood that non-staggered ACs that receive low votes will replace their AFE with another AFE. Since the unconditional likelihood of such replacement in our sample is only 3.6 percent, this is economically significant. Importantly, these results are insignificant among staggered ACs.
We next examine AC diligence, which we measure with AC meetings. Prior research suggests that meeting frequency could signal AC diligence (Beasley, Carcello, Hermanson, and Lapides 2000; Anderson, Mansi, and Reeb 2004) . We find that, after receiving a low approval from shareholders, non-staggered ACs exhibit an average increase of 44.4 percentage points in the number of AC meetings. Since, on average, the AC meets 8.35 times a year, this translates to an increase of 3.7 meetings. Once again, these results are insignificant among staggered ACs. 3 In the last set of tests, we examine two measures that reflect oversight of the auditor and the financial reporting quality. To capture oversight over the auditor, we concentrate on changes in tax fees because these fees represent the largest portion of nonaudit fees. The literature provides evidence that investors are particularly concerned about tax, but not audit-related services as reflected in auditor ratification voting (Mishra et al. 2005) . 4 To investigate AC oversight over the financial reporting quality, we use changes in the absolute value of discretionary accruals. 5 We find that the AC is more likely to reduce tax non-audit fees (discretionary accruals) following low shareholder approval rates only among non-staggered ACs. Thus, our results indicate 1 We refer to classified and staggered boards interchangeably throughout. 2 As we describe later, we use the difference between AC and non-AC votes because this measure is more visible to company directors who are likely to benchmark themselves against their peers. This research design also helps alleviate endogeneity concerns. Furthermore, we note that the use of the lowest decile as our primary measure is not arbitrary. Figure 1 shows that differences between AC and non-AC independent directors are most pronounced in the lowest decile and are negligible in other deciles. 3 We acknowledge that AC meetings could capture a low-cost signal of improvement in AC activity rather than an actual increase in diligence. Yet, if increased meetings are used as a low-cost signal, then staggered ACs should also adopt this low-cost approach. However, we do not observe a significant change in AC meetings among staggered boards. Further, Bédard and Gendron (2010) review the AC literature and find that in 30 percent (2 percent) of studies AC meetings are positively (negatively) associated with AC effectiveness. Therefore, we propose that the AC meetings results should be interpreted in conjunction with results of other AC performance metrics. Specifically, if meetings are simply a signal, then we should not expect to find improvements along other dimensions. 4 Fees that fall into the ''other'' non-audit-service category are small on average. We do not examine audit fees in our main analysis because the expectations with respect to this variable are not clear. On the one hand, high audit fees may be appreciated by shareholders because they are associated with higher quality audits (Hribar, Kravet, and Wilson 2014; Liao and Radhakrishnan 2016) . In contrast, shareholders who view the audit as a commodity may not support paying high audit fees. In the ''Robustness Tests and Additional Analyses'' section, we examine the influence of low shareholder votes on the change in audit fees and find that low votes are associated with a subsequent reduction in audit fees. 5 We concentrate on accruals rather than on other measures of financial reporting quality, such as financial statement restatements, because our objective is to measure changes in financial reporting quality that cannot be measured with restatements. In the ''Robustness Tests and Additional Analyses'' section, we report results using internal control material weakness remediation likelihood and find results that are consistent with our predictions.
that non-staggered ACs appear to react to low shareholder votes, whereas staggered ACs do not. Throughout, our results remain generally consistent when we employ other measures of low AC votes. Our study makes several contributions. First, we contribute to the shareholder voting literature that links board reaction to low shareholder votes (Cai et al. 2009; Del Guercio, Seery, and Woidtke 2008; Ertimur, Ferri, and Stubben 2010; Ertimur et al. 2012; Fischer et al. 2009) by showing an association between low AC approval rates and subsequent improvements along various dimensions of AC effectiveness. These results suggest that, through voting and differentiating between AC and non-AC directors, shareholders can influence the AC's oversight over financial reporting. These findings extend recent research that examines the efficacy of AC elections for non-staggered boards (Kachelmeier et al. 2016) .
Second, we extend the literature that examines shareholder votes and oversight over financial reporting. Sainty, Taylor, and Williams (2002) provide evidence that shareholder dissatisfaction with the auditor results in subsequent auditor switches. We complement this study and show that dissatisfaction with AC members is also associated with subsequent turnover of accounting financial experts. In addition, Mishra, Raghunandan, and Rama (2005) find that shareholder disapproval of high tax non-audit fees is reflected in low auditor ratification votes. We expand on this study by showing that low auditor ratification and AC votes are both associated with a reduction in auditor-provided tax services.
Third, our results suggest that studies examining the efficacy of shareholder votes should separately consider staggered and nonstaggered boards.
6 Otherwise, the different behavior of these two types of boards may obscure the underlying association. Our results also contribute to the extensive literature that links staggered boards to lower firm value (Bebchuk and Cohen 2005; Cohen and Wang 2013; Faleye 2007; Guo, Kruse, and Nohel 2008) by demonstrating that staggered ACs are less likely to respond to low shareholder approval rates and improve their performance. This lack of action significantly undermines the objectives of shareholder elections and may present another value-destroying channel of staggered boards. Thus, our results support the recent trend of board declassification.
The rest of the paper is organized as follows. The second section provides a brief overview of the shareholder rights literature and develops our hypotheses. The third section describes our sample and method. The fourth section presents the results of our analyses. The fifth section includes additional analyses and robustness tests. Finally, the sixth section concludes with a summary and implications of our findings.
LITERATURE REVIEW AND THEORETICAL DEVELOPMENT
Voting by shareholders is principally designed to influence corporate governance. Currently, shareholders vote on issues such as director elections, auditor ratification, and management say-on-pay proposals. In recent years, the call for greater shareholder rights has increased and recent regulation, such as the Dodd-Frank Act (U.S. House of Representatives 2010), concentrates on modifying and enhancing shareholder voting. In addition to these regulatory changes, proxy distribution and processing firms, such as Broadridge Financial Solutions, report a significant increase in the number of shares processed over the period -2011 (Broadridge 2012 , suggesting that shareholders are more engaged. Thus, overall there is increased interest in shareholder voting by regulators and greater participation by shareholders.
One important item in the proxy statement is the election of directors. Although nonbinding, annual elections allow shareholders to voice their opinion about the performance of corporate directors. This includes evaluation of their performance on the board and on subcommittees of the board, such as the audit committee (AC). One of the most important questions in the shareholder voting literature is whether nonbinding shareholder votes are effective.
The Efficacy of Shareholder Votes
Prior research provides evidence that lower shareholder approval rates are associated with board responsiveness. Several studies find that low shareholder approval rates are associated with changes to CEO compensation, CEO turnover, and turnover rates of board members (Cai et al. 2009; Fischer et al. 2009 ). Although past research concentrates on the efficacy of shareholder votes at the level of the board, some research has shown that shareholders can sophisticatedly differentiate between directors based on their assigned responsibilities. Ertimur et al. (2012) examine options backdating and find that shareholders withhold more votes from compensation committee members who were directly responsible for the structuring and oversight of these executive compensation contracts. Similarly, in the context of the AC, Kachelmeier et al. (2016) find that shareholders' votes can also influence AC turnover. Examining whether shareholders can influence the AC beyond overall member turnover is extremely important because the AC oversees the firm's financial reporting.
7 Therefore, our first objective is to focus on the 6 When staggered and non-staggered boards are jointly examined, our results are less consistent. We attribute this to differences in the efficacy of shareholder votes across staggered and non-staggered boards. 7 Recent papers have shown that AC members, rather than board members who do not serve on the AC, drive the association with financial reporting quality (Krishnan et al. 2011; Cohen, Hoitash, Krishnamoorthy, and Wright 2014) and therefore support the need to evaluate the AC separately.
election of directors who serve on the AC and investigate whether they respond to low votes. In so doing, we select a broad and representative set of measures that encompass several key responsibilities of the AC.
Turnover of AC Members
Perhaps the most important factor that influences the effectiveness of the AC is its composition. Accordingly, the first measure of audit committee responsiveness to low shareholder votes that we focus on is the turnover of AC members. Kachelmeier et al. (2016) investigate non-staggered boards and find that a higher turnover of AC members is conditioned on negative recommendations from proxy advisors combined with lower shareholder votes. Rather than investigating the overall turnover of AC members, we examine whether the turnover is more prominent among AC members with specific qualifications, i.e., the accounting financial experts (AFEs). We do so because past research and regulation by the SEC (2003) recognize that accounting experts are important to the effectiveness of the AC (Dhaliwal, Naiker, and Navissi 2010; U. Hoitash, R. Hoitash, and Bedard 2009; Krishnan 2005) . Additionally, research indicates that AFEs are more accountable and therefore more likely to lose their board positions following a restatement (Srinivasan 2005 ). Yet research does not link shareholder voting to the departure of an AFE and, more importantly, does not examine subsequent director replacements. Since the departure and appointment of AFEs can indicate an attempt by the AC to improve its structure, we expect that low shareholder votes will be associated with greater turnover and replacement of AFEs.
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AC Meeting Frequency
In addition to its structure, the audit committee can directly influence its level of activity. Prior research suggests that the number of meetings is a good measure of audit committee diligence and that increased meetings are often associated with improved performance (Anderson et al. 2004; Beasley et al. 2000; Farber 2005; McMullen and Raghunandan 1996) . We therefore examine whether ACs respond to low shareholder approval rates by increasing their meeting frequency.
AC Oversight over Non-Audit Services and Financial Reporting Quality
In addition to a more direct impact on meetings and director turnover, prior research also finds that nonbinding shareholder votes can elicit board action on other dimensions such as CEO compensation, the removal of poison pills, and classified boards and subsequent CEO turnover acquisition returns (Cai et al. 2009; Fischer et al. 2009 ). Evidence on similar improvements in AC functioning is missing in the literature. One important AC responsibility is to approve all auditor-provided non-audit services and negotiate those fees with the auditor. Recent regulations require that ACs pre-approve the purchase of all non-audit services (SOX Section 201) and acknowledge that the purchases are compatible with the auditor remaining independent (SOX Section 303). Of the remaining SOX-approved non-audit services, ACs must separately disclose fees paid to the auditor for tax, audit-related, and other non-audit services (SOX Section 202). Tax and audit-related services are of particular interest because they represent the largest recurring category of non-audit fees paid to the auditor post-SOX.
9 Mishra et al. (2005) provide evidence that investors are particularly concerned about tax, but not audit-related services as reflected in auditor ratification voting. In addition, regulators and lawmakers continue to be particularly concerned about tax non-audit services (e.g., SEC 2006; McKenna 2013) . Finally, proxy advisors recommend against auditor ratification and AC member support if recurring non-audit fees are excessive (Glass, Lewis & Co. 2013; Institutional Shareholder Services Inc. [ISS] 2013). We therefore concentrate on tax non-audit services and predict that, after a low shareholder approval, the AC will reduce excessive tax nonaudit fees.
Prior research provides evidence that poor financial reporting quality, such as weak internal controls, restatements, and earnings management, comes at a significant cost to shareholders (e.g., Raghunandan and Rama 2006; U. Hoitash, R. Hoitash, and Bedard 2008; Hogan and Wilkins 2008) . Research also finds that the AC can influence the quality of financial reports in terms of abnormal accruals (Dhaliwal et al. 2010; Bédard, Chtourou, and Courteau 2004) , internal controls (Hoitash et al. 2009 ), and restatements (Cohen et al. 2014) . Thus, given the cost to shareholders and a low shareholder approval rate, we predict that the AC will react to low votes by improving financial reporting quality. We summarize our predictions in the following hypothesis:
H1: A lower shareholder approval rate of the audit committee will be positively associated with subsequent changes to audit committee structure, activity, and effectiveness.
Staggered versus Non-Staggered Boards
Our second objective is to examine whether the efficacy of shareholder votes is similar across staggered and non-staggered boards. Examining these differences matters because around 50 percent of public companies have staggered boards (Cohen and Wang 2013) . Staggered boards are typically divided into three classes, wherein only one class of directors stands for reelection in any given year. In contrast, on non-staggered boards, all directors are elected annually. The staggered election structure makes it very difficult to gain control over the board of a company because rivals must win two consecutive elections. As a result, the staggered electoral system serves as a strong anti-takeover device. Accordingly, critics of staggered boards claim that this structure may prevent bidders from making offers that would otherwise benefit shareholders (Bates, Becher, and Lemmon 2008; Bebchuk, Coates, and Subramanian 2002) .
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In addition to protection from takeover, research generally finds that the adoption of a staggered board classification is associated with negative market returns (Faleye 2007) and that firms with staggered boards are associated with lower firm value (Bates et al. 2008; Bebchuk and Cohen 2005; Cohen and Wang 2013; Faleye 2007; Guo et al. 2008) .
11 The poor performance of staggered boards documented previously suggests that insulating incumbent directors from removal can enable staggered directors to deviate from the interests of shareholders (Bebchuk and Cohen 2005; Cohen and Wang 2013) , remain passive (Bertrand and Mullainathan 2003; Zhao and Chen 2008) , and be less likely to implement majority-approved shareholder proposals (Faleye 2007) . As a result, the literature on shareholder elections finds that the shareholder approval rate of staggered board members is generally lower (Cai et al. 2009; Choi, Fisch, and Kahan 2010) .
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Prior research did not extend these findings to investigate the relative efficacy of shareholder votes in staggered and nonstaggered boards. A primary responsibility of corporate boards is to monitor management on behalf of shareholders. Shareholders can then voice their opinion in director elections to signal their satisfaction, or lack thereof, with the board. Past research has shown that, although directors are supposed to alleviate agency problems, directors themselves can engage in selfserving behavior (Bebchuk and Fried 2003) . This behavior can manifest itself through the desire to retain their board position, enjoy their pecuniary and reputational benefits, and maintain their relationships with executives.
Prior research shows that shareholder votes are associated with director turnover (Fischer et al. 2009; Ertimur et al. 2012) . But under the staggered board regime, director turnover is less likely. Because the personal risk to directors in non-staggered boards is higher and more immediate, non-staggered directors have greater incentives to respond to shareholders. Their greater responsiveness is analogous to that of public office officials who are more responsive to constituents when their terms are shorter (Barro 1973) . As a result, relative to staggered boards, non-staggered directors have greater incentives to take costly actions to appease shareholders.
The AC actions that we examine in the first hypothesis can contribute to directors' personal cost. For example, an increase to the number of AC meetings will require greater time from directors. Since time is a scarce resource, an increase in this commitment is costly. Therefore, staggered directors that have lower incentive to appease shareholders will be less likely to increase meetings. Similarly, directors may be reluctant to change board composition, as they want to safeguard this lucrative position. Thus, we expect lower turnover likelihood for staggered directors. Finally, changes to tax fees and discretionary accruals require directors to confront managers, and once again inaction may be the least costly route for staggered directors. We therefore predict that staggered AC members may be less responsive to a low approval rate by shareholders. We summarize our predictions in the second hypothesis:
H2: A lower shareholder approval rate of the audit committee will be positively associated with subsequent changes to audit committee structure, activity, and effectiveness in non-staggered boards, but not in staggered boards.
METHOD Sample
We begin our sample selection with 85,177 director-firm-year observations between the years 2004-2010 obtained from the Glass Lewis (GL) Voting Analytics, ISS Voting Analytics, and BoardEx databases. The GL and ISS Voting databases 10 Major institutional investors such as CalPERS, Fidelity, and TIAA-CREF are opposed to staggered boards. The two leading proxy advisors, ISS and Glass Lewis (GL), also support proposals to repeal staggered boards and oppose proposals to stagger boards (ISS 2013; Glass, Lewis & Co. 2013). 11 In contrast to studies that documented lower firm value of staggered boards, recent studies find that staggered boards are not necessarily associated with lower firm value and weaker performance (Ahn and Shrestha 2013; Cremers, Litov, and Sepe 2014; Ge, Tanlu, and Zhang 2014) . 12 Cai et al. (2009) include an indicator variable for boards that are either staggered or have a poison pill. cover shareholder election results as well as GL and ISS voting recommendations for each director. BoardEx contains directors' characteristics, committee memberships, and other governance data. Because of our interest in AC elections, we eliminate 46,895 directors in years they do not serve on the AC. 13 Next, we eliminate 5,024 observations with missing GL, ISS, or BoardEx variables. We gather institutional ownership, auditor, and financial data from Thomson Financial, Audit Analytics, and Compustat databases, which results in the removal of 2,465 observations with missing data. Finally, due to differences in regulatory oversight, we exclude 7,174 director-firm-years belonging to the financial industry, yielding a sample of 23,619 director-firm-year observations serving on 9,204 firm-years between the years 2004-2010. Our sample includes 6,786 firm-year observations (18,296 director-firm-year observations) 14 in which at least one AC member and one independent non-AC member stood for election.
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Research Design
To test H1, we examine whether low AC votes are associated with changes in the composition and diligence of the AC, the relationship with the auditor, and financial reporting quality. To test H2, we investigate whether low votes influence AC composition, diligence, or activity differently for firms with staggered and non-staggered boards. 16 
Test Variables
To examine shareholder dissatisfaction with the AC, we follow the logic in Cai et al. (2009) and construct an adjusted measure of shareholder votes. Specifically, we subtract the average vote for independent board members not serving on the AC from the average AC vote (DIFF_AC_VOTES) and create an indicator variable equal to 1 if this difference is in the lowest decile, and 0 otherwise (LOWDEC_AC_VOTES). 17 We chose this cutoff because, as presented in Figure 1 , the most significant observable negative difference between AC and non-AC votes is in the lowest decile, whereas differences in the following deciles are negligible. 18 This measure of shareholder dissatisfaction is particularly appealing since it controls for firm endogenous factors that may influence overall shareholder voting of AC and non-AC directors. 19 In addition, because voting outcomes for each firm are reported in the same 8-K form, it is likely that AC members will observe and react to the votes of the AC relative to other non-AC board members. Directors are less likely to be aware of the overall cross-sectional distribution of votes across the universe of public companies.
Dependent Variables
We measure AC_VOTE_CONSEQUENCES in Model 1 below, with four distinct measures that capture the responsiveness of the AC to director election outcomes. The first set of tests uses three variables to study the change in structure and composition of the AC. The first dependent variable (LEAVE_NONAFE) is equal to 1 if one or more non-accounting financial expert (AFE) left the AC in the year following the low vote, and 0 otherwise. The second dependent variable (LEAVE_AFE) is equal to 1 if any AC member classified as an accounting financial expert (AFE) left the AC in the year following the low vote, and 0 otherwise. We compare the results obtained in the LEAVE_NONAFE and LEAVE_AFE models to evaluate whether AFEs are held more accountable for low shareholder approval relative to other AC members. The third variable captures whether the AC replaces a departing AFE with a new AFE. We therefore construct an indicator variable (REPLACE_AFE) equal to 1 if the departing AFE is replaced with a new AFE within two years of the low approval period, and 0 otherwise. 20 We next examine whether the diligence of the AC increases following low shareholder approval by looking at the change in the number of AC meetings in the year following the low vote (CHG_ACMEETINGS). We also consider whether low AC approval is associated with changes in the relationship between the AC and the auditor. As such, we examine changes in the ACs willingness to purchase a high proportion of tax non-audit services. Because the PCAOB emphasizes the relative rather than nominal value of tax services provided by the auditor, 21 we capture changes in the ratio of auditor-provided tax fees as a proportion of total auditor fees (CHG_TAX_FEE_RATIO). Finally, our fourth test considers whether low AC approval rates are associated with subsequent improvements in financial reporting quality. Thus, we examine the two-year change in discretionary accruals estimated using a variant of the modified Jones model as introduced by Kothari, Leone, and Wasley (2005) (CHG2_jDACCj).
Control Variables
Because each consequence model uses a different set of control variables, we discuss the control variables in the ''Results'' section below. All models include year and industry fixed effects, and we correct for standard errors by clustering at the firm level. All variables are defined and described in Table 1. The following model is used to test H1 for all firms in the sample. We also run the model separately for firms with nonstaggered and staggered boards to test H2. Table 2 , Panel A presents descriptive statistics for our broadest sample of 18,296 audit committee (AC) members and 17,503 independent directors not serving on the AC. We examine whether shareholder election results and other director characteristics differ between AC and independent non-AC members. We observe that the approval rates are fairly high: only 5.1 percent (5.9 percent) of votes are withheld by shareholders when electing AC (Non-AC) members. This figure is comparable to those of Cai et al. (2009) and Ertimur et al. (2010) , who report, respectively, that 5.7 percent and 5.5 percent of voted shares are withheld from all directors. We observe that, on average, AC members receive significantly more support from shareholders than non-AC members (p , 0.01). Panel A also shows that AC members are significantly more likely than non-AC members to be accounting financial experts and busy directors. Table 2 , Panel B presents descriptive data for AC members separately for staggered or non-staggered boards. In our sample, 13,840 (4,456) AC members serve on non-staggered (staggered) boards.
RESULTS
Descriptive Statistics
22 Consistent with the prior literature (Choi et al. 2010) , we observe that shareholder votes are higher in non-staggered boards than in staggered boards (p , 0.01). In addition, AC members on non-staggered boards are older. Table 2 , Panel C presents firm-level descriptive statistics as well as differences in the characteristics of staggered and nonstaggered firms. First, we show that while the average AC votes (AVG_AC_VOTES) are higher in non-staggered firms (p , 0.01), the difference between average AC votes and non-AC votes (DIFF_AC_VOTES) is not statistically different in staggered and non-staggered firms. This is important because in the multivariate analysis, the main variable of interest, LOWDEC_AC_ VOTES, is constructed based on the difference between AC and non-AC votes and the adjustment we make eliminates the inherent approval rate differences between staggered and non-staggered boards. This adjustment is a powerful way to control for endogeneity emanating from the voting differences due to the electoral structure. Panel C also shows that our proxies for AC changes and improvements are not significantly different between staggered and non-staggered boards.
23 Again, this The number of non-staggered directors in our sample is approximately three times larger because only about one-third of staggered directors stand for election in any given year. 23 Specifically, we do not observe differences between staggered and non-staggered boards for our dependent variables, i.e., LEAVE_AFE, REPLACE_ AFE, CHG_ACMEETINGS, CHG_TAX_FEE_RATIO, and CHG2_jDACCj with one exception; LEAVE_NONAFE is marginally higher among staggered boards. suggests that the AC's responsiveness to shareholder voting is likely the reason for our hypothesized outcomes, rather than fundamental differences between firms with staggered and non-staggered boards. Consistent with prior research, we also find that firms with non-staggered boards perform better (Bebchuk and Cohen 2005) , as evidenced by a higher ROA (p , 0.05), and are more likely to have majority rather than plurality voting (p , 0.01). Other governance and financial variables can be viewed in Panel C.
AC Responsiveness to Low Shareholder Votes
AC Turnover and Composition Changes
In Table 3 , we examine whether low approval rates are associated with changes in the composition of the AC. 24 The test variable, LOWDEC_AC_VOTES, measures the within-board shareholder dissatisfaction with the AC. While we expect this measure of dissatisfaction to be positively associated with the turnover of all AC members, prior literature suggests that AFEs experience higher levels of turnover (Srinivasan 2005) . Thus, we separately examine the turnover of AFE and non-AFE AC members. In addition to the significant control variables used by Fischer et al. (2009) and Kachelmeier et al. (2016) , we control for other factors that could influence turnover, composition changes, and low AC approval. These factors include revelations of The first three columns report coefficients (t-statistics) for logistic regression models that predict the likelihood of an AC member who is not classified as an AFE departing from the AC in the year following an annual meeting. Columns 4-6 report coefficients (t-statistics) for logistic regression models that predict the likelihood of an AFE departing from the AC in the year following an annual meeting. Columns 7-9 report coefficients (t-statistics) for logistic regression models that predict the likelihood that a new AFE will replace a departing AFE on the AC within two years following an annual meeting. We include industry and year fixed effects and cluster by firm in each regression. One-tailed tests are presented for hypothesized directional expectations. All other variables are defined in Table 1. material weaknesses (MW) or restatements (RESTATEMENT), auditor switches (AUDITOR_CHG), unexpected audit fees (EXC_LOG_AUDIT_FEES), non-audit fees (LOG_NAF), and accounting related litigation (LITIGATION).
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In Columns 1-3 of Table 3 , we examine the association between low votes and the subsequent turnover of non-AFEs in the first year following the election (LEAVE_NONAFE). Here and in subsequent analyses, Column 1 tests H1 among all firms, and Column 2 (3) tests H2 among non-staggered (staggered) ACs. We do not find support for the proposition that low votes are associated with subsequent turnover of AC members not classified as AFEs. In Columns 4-6, we examine whether AC members who are accounting financial experts are more likely to leave the AC following low shareholder support (LEAVE_ AFE) in the first year following the election. In Column 4, our results show that LOWDEC_AC_VOTES is positive and significant (p , 0.05). This finding supports H1. In Columns 5 and 6, we observe that LOWDEC_AC_VOTES is positive and significant (p , 0.01) among non-staggered boards (Column 5), but not among staggered boards (Column 6). Overall these results support H2. The results in Column 5 are also economically significant, showing an increased likelihood of 5.2 percentage points that an accounting expert will leave the AC, when evaluating other variables at their sample mean. Since the unconditional likelihood that an AFE will leave the AC is 12 percent, this represents a nontrivial 43.2 percent increase. This provides evidence that following high shareholder disapproval, AFEs in non-staggered boards are more likely to leave the audit committee.
Similarly, in Columns 7-9, we examine whether the departure of an AFE is more likely to lead to an appointment of a different AFE within two years following low shareholder support (REPLACE_AFE). Our findings support H2, but not H1, because we find that LOWDEC_AC_VOTES is positive and significant (p , 0.05) in Column 8 only. The results are also economically significant, suggesting that low shareholder votes in firms with non-staggered boards are associated with an increased likelihood of 1.5 percentage points that a different AFE will replace the departing AFE. Since the unconditional likelihood of AFE replacement with a new AFE is 3.6 percent, this represents a nontrivial increase of 41.67 percent. Taken together, these results suggest that companies do not necessarily respond to low votes by indiscriminately replacing AC members. Rather, they remove and replace accounting financial experts on the AC when shareholders express dissatisfaction with the AC. However, AFE removal and replacement only occurs in non-staggered boards, whereas staggered boards do not react to low votes in this manner.
Changes in AC Meetings
In Table 4 , we examine whether low shareholder approval will be associated with an improvement in AC diligence. We proxy for diligence with the change in the number of AC meetings following the election (CHG_ACMEETINGS). We expect the coefficient of LOWDEC_AC_VOTES to be positive and significant. In addition to the test variable, we control for the number of AC meetings in the year before the low approval election (AC_MEETINGS). We expect that if the number of meetings is high, then in the following year, the number of meetings will decrease and revert to the mean. We also control for other factors influencing the number of AC meetings, as identified by Raghunandan and Rama (2007) and Sharma, Naiker, and Lee (2009) . Finally, we control for other events that are likely to influence shareholder approval and the number of AC meetings, such as auditor changes, material weaknesses, accounting-related litigation, and restatements.
In Column 1, we do not find support for H1 as LOWDEC_AC_VOTES is insignificant. However, when we separately examine this relationship in staggered and non-staggered boards, we find a statistically significant positive association only in non-staggered ACs (Column 2 p , 0.05), thus supporting H2. The Column 2 results are also economically significant, indicating that low AC support is associated with an increase of 44.4 percentage points in the number of AC meetings. Since on average the AC meets 8.35 times, this translates to an increase of 3.7 meetings. In conjunction with Table 3 , these results reveal that low shareholder support is associated with an improvement in the composition and diligence of the AC. However, these associations are prominent only in non-staggered firms.
Nevertheless, we recognize that an increase in AC meetings may capture a relatively low-cost signal of AC improvement rather than an indication of actual improvement. Thus, these findings should be interpreted as an improvement in diligence only in conjunction with other results of substantive AC improvements. 26 Another concern is that some meetings happen before the votes are cast and tallied.
27 Therefore, to provide additional support for our findings, we examine whether low AC support is also associated with an increase in the meetings of the compensation committee or the board. If low shareholder votes increase *, **, *** Indicate significant results at p , 0.10, p , 0.05, and p , 0.01, respectively. This table reports coefficients and, in parentheses, t-statistics for OLS regression models that explain the change in AC meetings over the fiscal year that follows the annual meeting. We include industry and year fixed effects and cluster by firm in each regression. Other than the event-specific and binary variables, the variables represent a one-year change (or percent change) of those defined in Table 1 . One-tailed tests are presented for hypothesized directional expectations. meetings across the board, then our findings may be invalidated. In contrast, if they only apply to AC meetings, then the results reported above are more likely attributable to the AC. Consistent with the latter, our findings suggest that LOWDEC_AC_ VOTES is not associated with changes in the compensation committee or board meetings.
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Reduction in Tax Non-Audit Services
In response to low votes, the AC may change its relationship with external parties, such as the auditor. Thus, in Table 5 , we examine whether low shareholder support is associated with changes in the ACs willingness to purchase large amounts of tax services from the auditor. Because proxy advisors base their recommendations on relative rather than the nominal amounts of NAS (non-audit services), we measure CHG_TAX_FEE_RATIO as the change in tax fees relative to total fees paid to the auditor in the year following the election. 29 We first limit the sample to firms purchasing tax NAS. These results are presented in Columns 1-3. Because shareholders are likely be more concerned about ''excessive'' tax NAS services, we also limit the sample to firms with a relatively high TAX_FEE_RATIO before the election (i.e., firms in the upper quintile) in Columns 4-6. 30 We expect the coefficients on our main variable of interest, LOWDEC_AC_VOTES, to be negative and significant, reflecting a hypothesized reduction in the tax-fee ratio. We also include an indicator variable equal to 1 if the auditor ratification vote was in the bottom decile for the year (LOW_AUDITOR_VOTES), because NAS fee reductions may result from shareholders' dissatisfaction with the auditor (Raghunandan and Rama 2003) . Finally, we control for other factors influencing the purchase of NAS identified by DeFond, Raghunandan, and Subramanyam (2002) and Whisenant, Sankaraguruswamy, and Raghunandan (2003) .
In Table 5 , Columns 1 and 4, the coefficients on LOWDEC_AC_VOTES and LOW_AUDITOR_VOTES are negative and significant. This suggests that dissatisfaction with the AC and the auditor expressed through low votes is associated with a decrease in the tax NAS ratio. These results support H1.
Consistent with our expectations in H2, Columns 2 and 3 (5 and 6) reveal that the negative coefficient on LOWDEC_AC_ VOTES is only significant among non-staggered boards (p , 0.10 in the full sample, p , 0.05 in the high tax fees sample). Comparing the economic significance of LOWDEC_AC_VOTES in Column 5 (À0.029) and Column 2 (À0.008), we find that the reduction in tax fees is more prominent (p ¼ 0.06) for firms purchasing high levels of tax services. Lower auditor approval is also influential in reducing tax NAS among non-staggered firms only. While the results are statistically significant, we acknowledge that their economic significance is small. Specifically, results in Column 5 suggest that low AC support is associated with a 2.9 percent decrease in TAX_FEE_RATIO. Since the average firm in the top quintile of TAX_FEE_RATIO spends $759,131 in tax fees, this translates to a decrease of $22,015.
Because our proxy for tax fee changes is based on a ratio of tax fees to total fees, a valid concern is that the decrease in taxfee ratios is driven by an increase in the denominator, audit fees. To alleviate this concern, we examine the association between low AC votes and changes in the log of audit fees. In untabulated analysis, we find that audit fees decrease following low AC support. This finding biases against finding support for our hypothesis and lends more credence to the proposition that low shareholder votes are associated with a decrease in tax fees.
Decrease in Discretionary Accruals
We next examine the association between low AC votes and improvements in financial reporting quality. Specifically, we investigate whether ACs respond to low votes by working with management to increase the accuracy of the financial reports. We proxy for increased financial reporting quality using the two-year change 31 in the absolute value of discretionary accruals estimated based on the model proposed by Kothari et al. (2005) .
32 Similar to the tax NAS analysis, in Table 6 we first analyze the results for all firms in Columns 1-3. We then limit the sample to firms with high levels of discretionary accruals before the election (i.e., firms in the upper quintile) in Columns 4-6, because low votes will be more likely to influence changes in financial reporting quality among firms that exhibited low quality before the election. We expect the coefficients on our test 28 We also tested whether LOWDEC_AC_VOTES is associated with two years of changes in AC meetings and do not find any support. This suggests that ACs increase their meetings in the year following the low shareholder votes and revert back to the mean in the following year. 29 While Mishra et al. (2005) also construct tax fees as a ratio, they divide tax fees by audit fees rather than total fees. Our results do not change using this alternative scalar. 30 Although the cutoff fluctuates each year, firm-year observations in the upper quintile have a TAX_FEE_RATIO of approximately 20 percent of total fees. 31 In untabulated analyses, we find no evidence of a one-year change in the absolute value of discretionary accruals following low votes. Contrary to the other AC responses we investigate above, the AC may not be able to immediately influence the quality of the financial reports through improved monitoring. 32 Results are robust to the original construction of the modified Jones model as estimated by Dechow, Sloan, and Sweeney (1995) . This table reports coefficients and, in parentheses, t-statistics for OLS regression models that explain changes in the tax-fee ratio between the annual meeting (t) and the year following the annual meeting (tþ1). The sample includes all firms (Columns 1-3) and firms with high (top quintile) tax-fee ratios (Columns 4-6). We include industry and year fixed effects and cluster by firm in each regression. Other than the event-specific and binary variables, all continuous variables are measured as a one-year change. One-tailed tests are presented for hypothesized directional expectations.
variable to be negative and significant, reflecting a hypothesized reduction in discretionary accruals. In the OLS model, we control for other factors influencing the change in discretionary accruals as identified by Geiger and North (2006) . We do not find support for H1, as low AC votes do not influence the change in discretionary accruals when we jointly examine staggered and non-staggered boards (Columns 1 and 4 ). Yet low AC support is associated with a decrease in the two- This table reports coefficients and, in parentheses, t-statistics for OLS regression models that explain the change in the absolute value of discretionary accruals between the annual meeting at time t and the two years following the annual meeting at time tþ2. The sample includes all firms (Columns 1-3) and firms with high (top quintile) absolute value of discretionary accruals (Columns 4-6) at time t. We include industry and year fixed effects and cluster by firm in each regression. Other than the event-specific and binary variables, all continuous variables are measured as a two-year change. One-tailed tests are presented for hypothesized directional expectations.
year change in discretionary accruals in non-staggered firms only in the full sample and in the high absolute value of the discretionary accrual sample (Column 2, p , 0.05; Column 5, p , 0.01). These findings support H2. Comparing the economic significance of LOWDEC_AC_VOTES in Column 5 (À0.031) and Column 2 (À0.009), we find that, in comparison to all firms in the sample, the decrease in discretionary accruals is more prominent (p ¼ 0.04) for firms with high levels of discretionary accruals before the election. As a whole, our findings suggest that low shareholder votes in firms with non-staggered boards are associated with changes to the composition and diligence of the AC, changes to the relationship with the auditor, and gradual changes to financial reporting quality. These associations are not evident in staggered firms. Importantly, these results explain the mixed support for H1 and suggest that staggered and non-staggered firms should be examined separately; otherwise, the underlying association may be masked.
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ROBUSTNESS TESTS AND ADDITIONAL ANALYSES
Alternate Constructions of Low AC Votes
As described earlier, the distribution of DIFF_AC_VOTES presented in Figure 1 supports the use of the lowest decile (LOWDEC_AC_VOTES) to capture low AC support. Nevertheless, we test the robustness of the results to alternate constructions of low AC votes. Specifically, instead of the lowest decile, we use the lowest quintile and a continuous variable. The results in Table 3 (AC composition changes) are robust to these alternative specifications of low AC votes. The results in Table 4 (changes in AC meetings) are not statistically significant when these alternative variables are applied. The Table 5 results (changes in tax fees) are only robust to the use of the lowest quintile as the proxy for low AC support. Finally, results in Table 6 (changes in the absolute value of discretionary accruals) are not robust to the alternative specifications. The inconsistent findings of the two alternative low-vote specifications, along with the distribution in Figure 1 , highlight that to elicit AC action, shareholder votes must exhibit significant observable variation between AC and non-AC directors; otherwise, AC members will fail to view shareholder votes as a strong signal of dissatisfaction and will be less likely to react.
Alternate Staggered Firm Samples
In staggered elections, firm-year observations may end up in the bottom decile for reasons that do not necessarily reflect dissatisfaction with the overall AC, but dissatisfaction with an individual director who happens to serve on the AC. In other words, ''person-specific'' issues are more likely to influence the construction of LOWDEC_AC_VOTES in the staggered sample, because fewer directors are included in the calculation of average AC and non-AC votes.
To alleviate this concern in staggered boards, we first limit our sample to observations with at least two AC and two independent non-AC members facing election in a given year. However, we could not estimate the replacement of the AFE, change in tax fees, and change in accruals analysis because the samples under these specifications were too small. This is not surprising because the average number of independent directors in our sample is eight and only about one-third of independent directors stand for election in any given year. When the sample was large enough, repeating our analysis within the restricted sample for AC turnover, leave AFE, and change in AC meetings yields results that are similar to our main analysis. As an alternative to restricting the sample to at least two AC and two non-AC members, we restrict the sample to observations with at least two AC and one non-AC members. Under this construction, there were sufficient observations to estimate all models. Once again, results remain consistent with our main analysis. Nevertheless, we acknowledge that person-specific issues may still influence the staggered election results.
Consideration of Proxy Advisor Recommendation on AC Reactions
Following prior studies (e.g., Fischer et al. 2009 ), when examining the consequences of shareholders' votes at the firm level, we do not control for proxy advisor recommendations because of the high correlation between these recommendations and shareholder votes. Nevertheless, as an additional analysis, we added a variable that captures the recommendations of ISS and GL. We construct this variable in a similar fashion as our main test variable of interest (LOWDEC_AC_VOTES). First, we divide the number of positive AC (independent non-AC) member GL and ISS recommendations by the total number of AC (independent non-AC) member GL and ISS recommendations. This calculation yields the percentage of positive to total recommendations for AC members and non-AC members. We then subtract the non-AC-aggregate recommendation variable from the AC-aggregate recommendation variable to capture the difference in these recommendations. Finally, we create an indicator variable for the lowest decile of this difference. Untabulated results that include this variable are consistent with our main results.
Alternate Measure of Improvement in Financial Reporting Quality
As an alternative to discretionary accruals, we also examine whether firms that disclose internal control material weaknesses are more likely to remediate their weaknesses following low AC votes. Although the sample size in this analysis is relatively small, in untabulated analysis, we find that in non-staggered firms low AC votes are marginally associated with remediation within the subsequent two years (p , 0.10). We do not observe similar results in the full sample or the staggered firm sample.
CONCLUSION
We add to the literature on director elections by examining the efficacy of shareholder votes in staggered and nonstaggered audit committee elections. We find that low shareholder approval rates in firms with non-staggered boards are associated with improvements to AC structure, activity, and financial reporting quality. Our results extend past research and show that, in addition to influencing the performance of corporate boards and the compensation committee, shareholders can also influence the performance of the audit committee and thus the quality of financial reporting. The differences in the efficacy of shareholder votes across staggered and non-staggered elections reveal that while non-staggered ACs respond to low shareholder votes, staggered ACs do not.
These results are important for two reasons. First, they suggest that future studies examining the efficacy of shareholder votes should consider separating staggered and non-staggered boards; otherwise, results may be masked by the election structure. Second, our results extend those of Cuñat, Gine, and Guadalupe (2012) , who provide evidence that staggered boards are less likely to adopt shareholder resolutions, by showing that they are also less likely to react to low shareholder votes. This extension matters because the key difference between staggered and non-staggered boards is the ability of shareholders to promptly hold directors accountable through voting. Overall, our results support the recent trend to de-stagger corporate boards.
